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GENERAL ACCOUNTING OFFICE
The IRS can use information returns to identify employers who misclassify employees
as independent contractors. the GAO said in a recent report prepared for Rep.
Doug Barnard, Jr., the chairman of the House Government Operations Subcommittee
on Commerce, Consumer, and Monetary Affairs.
The GAO reported that by matching
independent contractors' income on their information returns with income on their
tax return, the IRS can make its identification more systematic.
The GAO also
suggested that Congress consider repealing section 530 of the Revenue Act of
1978,
which
restricts
IRS'
authority
to require
certain employers
to
reclassify--or to classify correctly--these workers, even for future years.
Section 530 also prohibits IRS from assessing back taxes that should have been
withheld and paid.
In conducting the study, the GAO identified over 190,000
workers classified as independent contractors who received all income from one of
32,000 employers during 1985.
A random sample of 408 of these employers was
interviewed by IRS revenue officers, the GAO reported.
The interviews showed
that an estimated 157 employers, or 38 percent, may have misclassified employees
as independent contractors, the GAO said. Projecting the results to the universe
of 32,00 employers showed that about 12,300 employers may have misclassified
their workers.
The GAO said that as of March 1989 the revenue officers had
completed detailed examinations on 95 of the employers, which confirmed that 92
had misclassified workers.
As a result, the revenue officers recommended taxes
and penalties of about $17 million for 1986 and 1987.
However, the GAO
reported, as a result of section 530's assessment prohibition, the IRS could not
assess about $7 million of the $17 million in the 1986 and 1987 sampled cases.
The GAO said the IRS plans to implement a program to match independent
contractors' information returns with their tax returns by January 1991 and that
the IRS agreed that the Congress should consider repealing section 530. Copies
of the report, GAO/GGD-89-107, are available from the GAO by writing P.0. Box
6015, Gaithersburg, MD 20877 or by calling 202/275-6241.
The first five copies
of the report are free; additional copies are $2.00 each.

LABOR, DEPARTMENT OF
A recommendation by the POL Office of Inspector General (OIG) that all pension plan
audits should be of full scope is supported by the AICPA. The OIG recommendation
was included in a report released on 11/9/89 by the DOL, and is the third OIG
report since 1987 relative to the quality of audits performed by Independent
Public Accountants (IPAs) on private pension and welfare benefit plans. The OIG
found that 23 percent of the audits reviewed did not comply with one or more
auditing standards.
The OIG is recommending that legislation be introduced to
require full-scope for all ERISA audits by eliminating the option for limited
scope audits, and require the auditor to test for compliance with ERISA.
Further, the OIG is recommending that IPAs report ERISA violations directly to
the DOL. The AICPA testified at Congressional hearings on 8/2/89 and 11/15/89 on
the role of audits in ERISA enforcement.
Following the release of the third OIG report, AICPA President Philip B.
Chenok said that since 1978 the AICPA has opposed regulations that allow plan
administrators to limit the scope of the audit.
Plan participants cannot be
provided the full assurance

intended by ERISA if the independent accountant is

precluded by the plan administrator from auditing the assets held and
transactions executed on behalf of the plan by a third party, he said.
Mr.
Chenok said that audits reviewed by the OIG that were deemed to be substantially
lacking in audit quality should be referred to the AICPA, state CPA societies, or
state boards of accountancy for further investigation and possible disciplinary
action.
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AICPA Chairman Charles Kaiser, Jr. outlined the actions he has requested to
follow up on the OIG report:
1) Directing an analysis by AICPA staff of facts
behind the study, with a report due in 90 days outlining the extent of any
problems and suggesting solutions; 2) Requesting full details from DOL about all
the audits so that their quality can be analyzed and they can be examined to see
if any pattern requiring attention exists; 3) Contacting all the firms involved
and asking for details of their work; 4)
Communicating promptly to all AICPA
members about the concern raised by the report; and 5) Continuing to work with
OIG and Pension and Welfare Benefits Administration representatives to update the
AICPA audit and accounting guide, "Audit of Employee Benefit Plans."
On the subject of ERISA compliance audits, Mr. Chenok said any expansion of
the scope of the required audits to include testing for compliance must include
matters within the competence of auditors to evaluate.
At an 11/15/89 hearing
before the House Select Aging Subcommittee on
Retirement Income and Employment, Andrew J. Capelli, chairman of the AICPA's
Employee Benefit Plans Committee, testified that full-scope audits should be
conducted of pension plan assets held in banks and other institutions.
Mr.
Capelli was accompanied at the hearing by Joseph F. Moraglio, vice-president of
the AICPA's Federal Government Division. Mr. Capelli also told the subcommittee
that if the Congress or DOL determines that testing compliance with laws and
regulations is cost beneficial the AICPA would work with DOL to develop necessary
procedures to be applied by the auditor in testing such compliance and in
rendering the appropriate report in accordance with the AICPA's attestation
standards.

RESOLUTION TRUST CORPORATION
Minimum qualifications, ethical standards of conduct, and restrictions on the use of
confidential information relating to independent contractors who seek or contract
to provide services to the RTC in connection with its management and resolution
of failing and failed thrift institutions were approved 11/16/89 by the RTC's
board of directors and the Oversight Board. The proposed rule is expected to be
published soon in the Federal Register, andwas adopted in compliance with the
Financial Institutions Reform, Recovery, and Enforcement Act of 1989.
The RTC
said the proposed rule is intended to assure fair competition in the award of
contracts and to prevent personal gain from the improper use of confidential
information obtained through performance of a contract.
The proposed regulation
requires contractors to provide certifications that will assist the RTC in
evaluating contractor fitness and integrity.
The certifications will apply to
practitioners in several professions, including accounting. To establish fitness
and integrity, contractors will have to provide certifications concerning
relationships with insured depository institutions, actions, or investigations by
governmental authorities, present or potential liabilities to Federal banking
authorities, and liabilities to clients for fraudulent activities and will have
to disclose whether they are within one of the classes of persons ineligible to
contract with the RTC.
Contractors will be required to provide certifications
not only regarding their own activities but also concerning those of their
related entities.
In addition, each contractor will be responsible for ensuring
that its management officials and other employees who participate personally and

substantially on the contract work have no personal, business, or financial
interests that conflict with the contractor's responsibilities to the RTC.
Comments must be submitted within 45 days of the date the proposed rule is
published in the Federal Register.
For further information after reading the
proposed rule, contact Katherine A. Corigliano at the RTC at 202/898-7272.
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THRIFT SUPERVISION, OFFICE OF
Guidelines about how thrift institutions should plan to meet new minimum capital
standards, if they cannot meet them by 12/7/89, have been issued. The guidelines
are contained in Thrift Bulletin 36.
The OTS said institutions that will fall
below the new standards on 12/7/89 must submit an acceptable capital plan to
raise their capital levels or be subjected to operating restrictions including
growth and capital distribution limitations and regulatory approvals of changes
in management and the board of directors.
The capital plan must be submitted to
the OTS within 60 days after 11/7/89, the date on which the capital regulation
was adopted, or the date on which the institution falls out of compliance with
the capital standards.
In either event, OTS said, the institution must show how
it will meet the new capital standards by no later than 12/31/94.
The capital
plan must be acceptable to the institution's OTS district director. The OTS said
that in addition to demonstrating that the capital standards can be met, based
upon reasonable, explicit assumptions, the plan must also do the following:
1)
Demonstrate that the thrift's increases in capital will meet or exceed interim
targets for capital levels, established by the institution and approved by the
OTS district director, that can be measured on a quarterly basis; and 2) Set
forth the manner and timing in which capital increases will be achieved.
If a
plan involves achieving compliance in a manner other than solely through the
retention of earnings, then an acceptable capital plan must demonstrate that any
other strategy will be initiated no later than 12/31/90.
The new capital
standards, which were published in the 11/8/89 Federal Register, require thrift
institutions to meet three requirements:
tangible capital of 1.5 percent; core
capital of 3 percent; and capital equal to 8 percent of risk-weighted assets (see
the 11/13/89 Wash. Rpt.). Copies of Thrift Bulletin 36 are available by calling
the OTS at 202/906-6677.

For further information contact Shirley Twillman at 202/737-6600.
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